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The Mexican Congress has approved a plan to replace the government's main agricultural lending
institution (Banco Nacional de Credito Rural, BANRURAL) with a new institution known as
Financiera Rural, effective June 30. The change is an effort by Congress and President Vicente
Fox's administration to restructure the government's agricultural lending practices, which some
critics said had become a "a bottomless barrel." The principal benefit of the new institution will be a
reduction in administrative paperwork. All active BANRURAL loans will be transferred to the new
institution.
The cost to eliminate BANRURAL, estimated at 48 billion pesos (US$4.35 billion), was already
factored into the 2002 and 2003 budgets. This includes the cost of compensation for almost 3,500
employees whose jobs will be eliminated. Deputy Jaime Salazar, a member of Fox's center-right
Partido Accion Nacional (PAN), said eliminating BANRURAL contributed to an expansion of the
federal deficit in 2002 to about 1.35% of GDP. This is higher than 0.65% deficit approved in the 2002
budget. "The impact will be lower than if we had carried the debt into 2003," said Salazar.
Some congressional critics raised concerns about the expansion of the debt. "An increase in the
public debt now would imply the possibility of having to raise taxes for future generations," said
Deputy Jaime Chavez Presa of the former governing Partido Revolucionario Institucional (PRI).
BANRURAL director Alfredo Gomez Aguirre reassured agricultural producers that BANRURAL
was planning to provide 3.851 billion pesos (US$349 million) in credit during the first half of this
year. "We will continue to attend to the financing needs of agricultural producers so that the credit
needs of the sector are not interrupted," said Gomez Aguirre.
Fox urged to launch new institution as soon as possible
Some agricultural organizations are pushing the Fox administration to start operations at Financiera
Rural as soon as possible. "We are pleased that the government has created this new institution,"
said Oscar de Anda Molina, president of the Union Nacional de Avicultores (UNA). "But we need
resources to start flowing soon. De Anda also said he hoped the new institution would offer lower
interest rates than commercial banks. "Loans are very expensive, and we need to lower the cost for
producers," said De Anda.
The creation of Financiera Rural is just one of several changes contemplated by the Fox
administration to the government lending system. One other proposal would merge Nacional
Financiera (NAFIN) with the foreign-trade bank (Banco Nacional del Comercio Exterior,
BANCOMEXT). "At this point we do not have any precise instructions [to implement the merger],"
said NAFIN general manager Mario Laborin. "But the mandate is to eliminate all duplication of
functions."
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Laborin said NAFIN has cut costs significantly in the past two years, especially through cuts in its
work force. About 1,200 workers are currently employed at NAFIN, compared with 3,500 in 2001.
Some critics say the government is not doing enough to help shore up the system of government
banks in the face of tight lending practices by the commercial banking system. Phillip Guarco,
vice president of the business rating organization Moody's, said a lack of loans from government-
affiliated banks has contributed to a very tight credit situation in Mexico. "Banks are just not
lending," said Guarco. He noted that loans represent 16% of GDP in Mexico, compared with 70% for
countries like Chile.
Other analysts said development banks also have focused on the wrong priorities, channeling a
large share of the funds to financial investments like short-term Treasury certificates (Certificados
de Tesoreria, CETES) rather than to the type of productive activities that would contribute to
creating jobs and helping the economy grow.
Furthermore, institutions like BANCOMEXT channel their funds toward businesses that are
already successful exporters rather than making loans to companies that could gain entry to the
export market with a loan. "It is ridiculous that the financing provided by BANCOMEXT is so low
compared with the value of our country's exports," said Carlos Martinez-Ulloa, former director of
public credit at the Secretaria de Hacienda y Credito Publico (SHCP).
Ex-PAN legislative leader named to head BANOBRAS
Another key government lender, the Banco Nacional de Obras y Servicios (BANOBRAS), recently
went through a controversial change in leadership. In early February, Fox named Deputy Felipe
Calderon Hinojosa to replace Tomas Ruiz Gonzalez as BANOBRAS director. Ruiz left the position to
seek a PRI candidacy in the upcoming election for the Chamber of Deputies.
Calderon, who cannot seek re-election after his term expires this year, was leader of the PAN
delegation in the lower house. His appointment to BANOBRAS came as a mild surprise because the
outgoing PAN leader was expected to gain a Cabinet-level position in the Fox administration.
The appointment was immediately criticized by opposition legislators as a political move on the
part of Fox. "Felipe Calderon has no experience in the field of finance or administration, which puts
at risk the only government institution that finances public works," said Samuel Aguilar Solis, a
member of the PRI executive committee. Deputy Alejandro Zapata Perezgordo, who was second-in-
command to Calderon in the PAN delegation in the Chamber of Deputies, has been appointed to
succeed Calderon. [Note: Peso-dollar conversions in this article are based on the Interbank rate in
effect on Feb 26, reported at 11.02 pesos per US$1.00] (Sources: Unomasuno, 10/10/02, 11/08/02; The
News, 10/07/02,, 12/13/02; Novedades, 10/10/02, 12/12/02, 12/13/02; Reuters, 02/03/03; El Financiero,
02/04/03; Notimex, 02/12/03; Agencia de noticias Proceso, 02/04/03, 02/13/03; Reforma, 10/10/02,
10/11/02, 12/13/02, 02/13/03; El Universal, 10/29/02, 02/06/03, 02/18/03; La Jornada, 02/13/03, 02/26/03)
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